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Abstract 
The paper discusses the way companies struggle to survive in an increasingly turbulent business environment. A model is presented 
to analyse the determinants of capital structure in an attempt to explain how the most important Romanian companies survived the 
economic crisis in 2008-2011. The final results obtained show that the only elements that appear to be relevant are profitability and 
size of company business. The exit from the crisis found these companies with no significant long-term liabilities and with assets 
they could use as collateral, which may further help increase the sustainable development of the Romanian economy. 
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1.  Introduction 
The Romanian economy was hit hard by the economic crisis of 2008-2011; some effects of it were also felt in the 
following years. A brief review of the main macroeconomic indicators shows that the short development period of 
2005-2007 was neutralised by the global crisis in the next period. All growth recorded in the Bucharest Stock 
Exchange during 2005-2008 vanished, along with the public announcement of the Lehman Brothers’ bankruptcy in 
September 15, 2008, BET-C lowering being over 70%. The real economy reacted to this shock wave too, but 
statistically it became very apparent only at the end of 2009, when GDP was sharply reduced (by 6.60% compared to 
the previous year). The decline continued in 2010, followed by a period of stagnation and timid recovery in 2011 and 
2012 (see figure 1 and  table 1). 
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Fig. 1 Bucharest Stock Exchange ratio (BET-C) during 2000-2013. 
Source: Bucharest Stock Exchange 
 
Table 1.  Macroeconomic ratios during 2005-2012 in Romania. 
Indicators Symbol 2005 2006 2007 2008 2009 2010 2011 2012 
BET_C Points 3.912 5.025 6.665 1.977 2.718 3.111 2.621 2.786 
Real GDP (previous year=100) % 4,20 7,90 6,30 7,30 -6,60 -1,10 2,20 0.30 
Foreign direct investments (FDI) Mil. Euro 21.885 34.512 42.770 48.798 49.486 52.585 55.139 54.580 
FDI  (previous year=100) % 45,51 57,70 23,93 14,09 1,41 6,26 4,86 -1,01 
Credit interest rate % 21,04 14,83 13,32 15,07 17,30 14,11 12,12 11,33 
Average exchange rate RON/EUR 3,6234 3,5245 3,3373 3,6827 4,2373 4,2099 4,2379 4,4560 
Unemployment rate % 5,80 5,40 4,10 4,40 7,80 6,97 5,12 5,59 
Source: National Bank of Romania – monthly report Dec 2008, Jan 2013 
 
The worsening global economic situation produced global repercussions, which made Romania to experience a 
reduction in foreign direct investment (FDI) and, as a consequence, an increase in unemployment and in the country 
risk, quickly followed by an increase in the exchange rate. A reduced FDI had also a negative impact on the balance 
of payments, increasing internal regional disparities and reducing labour productivity (Andrei, 2012). 
2.  Literature review 
Capital structure is one of the key aspects for a successful operation of any company. Theoretically, there are 
several approaches that explain this notion, including: Milller-Modigliani theory (1963), trade-off theory, pecking 
order theory - Myers (1984), Myers & Majluf (1984), agency theory - Jensen & Meckling (1976), the market timing 
theory, etc. In essence, capital structure is targeting long-term funding sources used by firms to finance their 
development and to increase their market value. Recent research has shown that it is difficult to formulate a general 
theory of optimal capital structure because there are many factors that could explain the financing of enterprises. 
Starting from the theoretical approaches cited above, many researchers have been concerned with understanding how 
firms make decisions related to finding the sources of financing their business. Thus, Rajan and Zingales (1995) 
conducted an international study (in the G-7 countries) that found that leverage increased with asset structure and size, 
but decreased with growth and profitability. Keister (2004) analysed the capital structure in emerging economies, 
particularly in China, while Dragota & Semenescu (2008) identified the tangible assets, size of the company, 
profitability and growth opportunities as the determinants of capital structure on the Romanian market during 1997-
2005. At the same time, Viviani (2008) was concerned with this problem on French wine market producers. Psillaki 
& Daskalakis (2009) investigated the determinants of capital structure of Greek, Italian, French, and Portuguese 
SME’s in order to find out if such determinants are country or firm specific and Serrasqueiro (2011) analysed the same 
problem for SME's in the Portuguese water market during 1996-2006. Similar studies were conducted in Poland 
(Mazur, 2007), Croatia (Deari, F., Deari, M., 2009) and Turkey (Karadeniz, 2011). More recently, Ba-Abbad & 
Ahmad-Zaluki (2012) identified profitability and firm size as relevant factors on financial market in Qatar in 2004-
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2008. After analysing many other publications on the same theme, we can say that studies have focused on two major 
areas: capital structure is analysed either on highly developed financial markets such as the G7, or is focused on 
developments in emerging markets (Seifert, B., Gonenc, H. 2010). But these studies have taken into account periods 
prior to the financial crisis of 2008-2011. This paper aims to analyse what happened to the capital structure during the 
crisis, taking as subject companies operating on an emerging financial market (e.g. Romania). 
3.  Research methodology 
According to Bender, R., Ward, K. (2009), for-profit organisations are founded in order to create value intended 
primarily for shareholders/partners and for customers, suppliers, creditors, community, government and regulating 
authorities. Thus shareholders want dividends, creditors want interest, customers want products or services and/or 
good prices, managers and employees want big wages and job security, the government wants legal regulations be 
respected and taxes be paid, and suppliers want advantageous business relationships. But creating value requires 
funding sources, own and/or borrowed. From the creditors point of view what matter is both the interest - as an 
expression of the earning from a company, and the leverage (DBT) - as an expression of the relationship dependence 
between a firm and its creditors. For the present analysis, this was calculated as the ratio between total debt ( i.e. short 
term debt (STD) and long term debt (LTD)) and total assets (TA), respectively:  
 
       = ( + )/                   (1) 
 
During the difficult times of an economic crisis, businesses could rethink their funding policy and reconsider their 
options in terms of resorting to debt. To understand how Romanian companies coped with the financial crisis that hit 
the world economy during 2008-2011, we analyzed the financial data of major companies listed on BSE in the period 
of 2006-2011, as they are the most visible and transparent companies in the Romanian business environment.Thus we 
analysed companies in Ist, IInd and IIIrd category while eliminating the financial companies and those who have faced 
major financial difficulties, with negative equity and losses in successive years, heading for bankruptcy. The 
elimination of the financial firms (banks, investment funds, financial intermediaries, etc.) was done on the grounds 
that these companies have specific features in terms of their ability to attract funds to finance their businesses, as well 
as in terms of their ability to analyse the relationship between risks and earnings.Therefore, from a total of 105 
companies listed on exchange segment BSE, a total of 66 viable companies remained for this analysis: 14 in Ist 
category, 51 in IInd and 1 in IIIrd. For each of these companies we gathered data on current assets, fixes assets, total 
assets, equity, liabilities, gross profit, income tax, net profit, turnover and number of shares during 2006-2011, and, 
based on these data, we built the indicators needed for understanding their business financing policy related evolution 
and performances. 
The analysis of the capital structure (DBTt) for each of the "t" years was made considering it as an endogenous 
variable, and aimed to explain the correlation of 7 exogenous variables, out of which 6 internal variables: return on 
equity (ROE), earnings per share (EPS), business growth (GROW), tangibility of assets (AST), dividend policy (DIV) 
and business size (SIZE) and 1 external variable: tax policy (TAX). The formulas for calculation of these variables is 
shown in Table 2. 
 
Table 2. Formulas for regression variables. 
Variable  Symbol Calculation formula Explanations 
Debts degree DBTt  = /  DATt   = short time debts + long time debts in year „t” TAt      = total assets in year „t” 
Return on equity ROEt 	
 =  /  NPt        = net profit in year „t”  SEQt     = shareholders equity in year „t” 
Earnings per share EPSt  = / NPt       = net profit in year „t” SHt       = number of shares in year „t” 
Business growth GROWt 	
 =  (  ) NSt       = net sales in year „t”,  NSt-1     = net sales in year in year „t-1” 
Assets’ tangibility  ASTt  = /  FASTt = fixed assets in year „t” TAt      = total assets in year „t” 
Tax policy TAXt  = (  )/  GPt      = gross profit in year „t” NPt      = net profit in year „t” 
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Dividend policy  DIVt  = / DVDt   = total dividends in year „t”  NPt      = net profit in year „t” 
Company size SIZEt  =  log() NSt        = net sales in year „t” 
 
Initially, the influence of the company's previous debt degree (DBTt-1) on the present level of indebtedness (DBTt) 
was added to the analysis and the capital structure was built as a multiple regression with first order lag of dependent 
variable as in equation (2). 
 
tttttttttttttttTtt SIZEaDIVaTAXaASTaGROWaEPSaROEaDBTaDBT   765432110            (2) 
 
Data analysis for 2008-2011 using multiple regression indicated that although R2 and Adjusted R2 calculated values 
were relevant (0.7896, respectively 0.7519) and Fisher-Snedecor test was significant (with value 6.72  10-18), this 
model has some major flaws related to the fact that the dependent variable tended to be self-explanatory in itself. This 
is because the coefficient a0 has a great value and the remaining coefficients "ai" (for i> 0) were insignificant (in 
addition, the reliable individual thresholds “p” were greater than 0.05).  For this reason, the influence of DBTt-1 was 
dropped, and the regression function becomes: 
 
tttttttttttttttt SIZEaDIVaTAXaASTaGROWaEPSaROEaDBT  7654321             (3) 
4.  Results 
Calculations were made on the data from the 66 companies analysed starting from a multiple regression function 
with 7 exogenous variables, with results showing explanatory variations from one year to another. To identify the 
factors relevant to the model, covariance matrices between model factors for each analysed year were made, in order 
to identify the degree of independence between the variables. Noting that there are some dependencies between 
exogenous factors, they were removed from the model one at a time and then returned to each of the explanatory 
variables using stepwise regression. Although initially each model analysis indicated a good connection between 
leverage and endogenous variables used (test values indicated by R2, Adjusted R2 and Fischer-Snedecor), however 
because of the significance threshold “p” being set at 0.05, only three exogenous variables, respectively ROEt, TAXt 
and SIZEt, remained in the final model. A closer analysis of the individual confidence level, “p”, showed that in 2010, 
unlike in 2008 and 2009, the correlation between the firms' financing policy and the fiscal policy of the state suffered 
a distortion, explained by the introduction of the flat tax (16%) which ultimately leads to even losses being taxed. 
Based on this observation, we decided that the TAXt variable cannot adequately explain the model, leaving us with 
only two exogenous variables, respectively ROEt and SIZEt for which statistically significant results (see Tables 3a 
and 3b) and high values of R2 and Adjusted R2 were obtained. They indicate the proportion in which the dependent 
variable "degree of indebtedness" is explained by the independent variables return on capital (ROE) and business size 
(SIZE). 
 
                      Table 3a. Final resuls of regresion analysis-Year 2008. 
SUMMARY OUTPUT Year 2008  
Observations: 66 
SUMMARY OUTPUT Year 2009 
Observations: 66 
Regression Statistics 
 
 Regression Statistics 
 
Multiple R 0.881917 Multiple R 0.872388 
R Square 0.777778 R Square 0.76106 
Adjusted R 2 0.758681 Adjusted R 2 0.741702 
Standard Err 0.208398 Standard Err 0.21268 
Significance F  1.8E-21   Significance F 1.79E-20  
  Coefficients t Stat P-value   Coefficients t Stat P-value 
Intercept 0 #N/A #N/A Intercept 0 #N/A #N/A 
ROE -0.482842 -3.26081 0.001782 ROE -0.0833 -3.33625 0.001417 
SIZE 0.04661 14.64607 4.12E-22 SIZE 0.044114 13.38044 3.29E-20 
 
                       Table 3b. Final resuls of regresion analysis 2010-2011. 
SUMMARY OUTPUT Year 2010 SUMMARY OUTPUT Year 2011 
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Observations: 66 Observations: 66 
Regression Statistics 
 
Regression Statistics 
 
Multiple R 0.820321 Multiple R 0.807589 
R Square 0.672927 R Square 0.652201 
Adjusted R 2 0.652191 Adjusted R 2 0.631141 
Standard Err 0.272633 Standard Err 0.322733 
Significance F 3.15E-16 Significance F 2.58E-15 
 Coefficients t Stat P-value  Coefficients t Stat P-value 
Intercept 0 #N/A #N/A Intercept 0 #N/A #N/A 
ROE 0.033513 1.809094 0.075133 ROE 0.048039 2.619713 0.010977 
SIZE 0.046954 11.16706 1.14E-16 SIZE 0.050212 9.971735 1.18E-14 
Therefore, the final form of regression function is given by the following equation: 
 
ttt SIZEaROEaDBT 21                                     (4) 
 
As we can see in the individual confidence level (p-value), return on capital negatively influences indebtedness, 
while business size has a positive influence on it. This result confirms the pecking order theory to the detriment of 
Miller & Modigliani theory, because it becomes clear that the higher the degree of profitability a panel company has, 
the less indebted it appeared to get, as it could appeal to its own sources of funding, e.g. its net profit. In addition, with 
regard to debt, the analysed companies have resorted especially to short-term rather than long-term finance, as the 
data collected showed an increased share of the short term debt in the total debt (an average of at least 74% each year, 
for the entire panel of firms). This explanation should be correlated with the dynamics of the turnover, namely the 
SIZEt explanatory variable. These companies could make use of their bargaining power in relation to short-term 
creditors since, based on the Porter model, they have such power through being profitable and well known companies, 
with large turnovers. This statement is supported by the analysis of the dynamics of the outstanding payments to 
suppliers and the debt recovery in the Romanian economy (see Tables 4 and 5), and by the way in which banks gave 
credit to enterprises during the analysed period (see Figures 2 and 3). It is worth noticing that, during the analysed 
period, the time needed to collect money from customers has increased, due to the difficulties in the economy, and so 
did the outstanding debts to suppliers. SMEs encountered the greatest difficulties in collecting money from their 
clients, which confirms the above statement concerning the ability of large companies to delay payments. 
 
                                    Table 4. Outstanding payments to suppliers (bil. RON). 
 
Suppliers  
over 30 days 
Suppliers 
 over 90 days 
Suppliers  
over 1 year Budget 
Other  
creditors 
dec.2007 14.1 9.7 8.0 11.9 12.6 
dec.2008 17.1 12.9 9.4 12.9 15.7 
dec.2009 16.8 17.3 14.2 16.8 28.7 
dec.2010 16.9 16.6 18.1 20.5 17.6 
dec.2011 16.7 14.3 22.4 26.3 17.3 
Source : National Bank of Romania (NBR) database 2012 
                                                     Table 5. Average receivable period (days). 
 Micro-firms Small firms Medium firms Corporations 
Dec.2007 117.4 76.5 78.9 78.0 
Dec.2008 123.4 73.6 74.9 72.7 
Dec.2009 144.0 92.5 88.1 80.9 
Dec.2010 161.0 98.4 96.4 85.7 
Dec.2011 172.4 99.0 93.0 79.3 
Source : National Bank of Romania (NBR) database 2012 
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Fig. 2. Dynamic of bank loans to companies in Romania in 2008-2012 (Sept. 2008 = 100). 
Source: Calculated on the data base provided by NBR 2012 
 
 Fig. 3. Non-performing loans to companies - by firm size and type of credit guarantee during 2009-2012. 
Source: Calculated on the data base provided by NBR 2012 
 
In addition, according to data provided by the National Bank of Romania, banks were reluctant to lend, especially 
during September 2009 - September 2011, due to an increased market risk, thus creating additional liquidity problems 
in the market. The large firms have perceived this difficulty and have adjusted their behavior, by appealing to 
commercial credit rather than bank loans and also by restricting their dividend policy, in order to preserve significant 
cash flows for their development. 
5.   Conclusions  
In recent years, Romania went through a period influenced by numerous economic, political and legislative 
turbulences. The analysis carried out on the most known and transparent companies in the economy identified that 
they have managed to survive and some of them even be profitable and grow in such a period, based on their own 
sources of credit and commercial credit. Derived from the financial data collected from these companies in the period 
of 2007-2011, we identified an explicative model of the capital structure that enabled these companies to not only 
survive, but also to develop in a sustainable manner at a time of crisis. The model validates the "pecking order" capital 
structure at the expense of the classical theory Miler & Modigliani, emphasizing that, in times of crisis, the capital 
structure changes depending on the business size and the return on capital. 
In essence, in crisis times, companies listed on the stock exchange have chosen to finance primarily from their 
own resources and only then out of debt, especially short-term debt, in order to maintain their survival and profitability. 
The exit from the crisis found these businesses with no significant long-term liabilities and with assets that they could 
use as collateral, which may further help increase their business and also the sustainable development of the Romanian 
economy. 
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